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. Speech to Committee for Economic Development
by Robert Amory, Jr.
17 Hoveuber 1960

Appreclate opportunity.

Host etimlating morning.

RS5C has placed on CIA primsry governmental responsibility for
anslysis and evaluation of Soviet Bloc Economy. For this purpose
we have an office staffed by professionasl semmistn; sngineers and
sres specialists organised into subdivisions ’amlagaus to .tm vayrious
functicual ministriss of the USSR which,as you may know,is a reasonable
way to break down any industrisl economy. In additien to studying
problen industry by industiry we have an over-sll group dealing with
scross-the-boards problems, estimating GNP, the ehares taken by
military, civilian consumption, investment, and the like,

Good es ws feel this tesm is, 1t camnot produce results better 2ox1CAs
then the information fed to it.

' 25X1C4a

25X1C4a

But by and large we depend on Soviet~published
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statistics and reports and on the obserweticna' of competent American
travellers.

The gein we derive from the efforts of & Wp such 88 we have
Just heard this morning i highly sigaificant not only for the new
information added te our store but also for the guides to evaluatlon
of existing and future dats,and most important of all for its insight
mté the minds of the koy menagers and planners that help ue toward
an answer to the most difficult of all intelligence questions, their
intentions and aspirations for the future. _

The whole exchangs progrem has ample justification in promoting
wider mitusl understanding but even if this be laid seide, it would
bs worthwhile solely on the basis of enhancement of our knowledge
of the Soviet Economic mschinery. 4nd I kmow of no group, gince the
program waa launched five years ago thai has made a more valusble
sontribution than the one you have heard from this morning. Ve shall
be studying their detailed reports for many weeks,

I should like partieulerly ta cmtulam the memberz of thim
delegation for the obvious objectivity of their report on the Soviet
sconomy. We in CIA talk to many reiturned visitors, and ahjaativi‘tw
is an uncommon virtue, “

This is not surprising for sbove all else, the USSR is a land
of contrasts. The Soviet polioy of headleng investment in Eam?y
industry at the expense of consumpticn has created an economy which
elearly is lopsided when viewed through Western eyes. Far too many
vigitors have been exposed almatr exclusively c_:_lthir to the pzzbli@
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gpulence or to the private squalor of the country. They then tell
us on the one hand that we In the United States have rlready been
overtaken by the USSR in most areas of importance to nationsl power,
or on the other hand, that there is no cause for concern, because
the Soviet economy lage so far behind our own thet even to compare
the two is gross folly.

To me, the cutstanding finding of the month-long vieii to an
ispressive rawmber of plamning organs, resesrch institubes and manu-
faaming plante concerned Soviet economic growth, As Dr. Stein
reéporied,

"Ws did not discover that the Soviets had any

secret of economle growth, They know that if you

put in & large investment in productive facilities,

in research, and in educstion, e high rate of growth

will result. They sre putting in the investment and

getting the growth."l/ _

30 per cent rising to 35 per cent of their GHF goes to investment

versus 17-20 per cent in ours.

In the success of their drive to overteke and surpass the United
States in industrial production, the Soviet leeders sre convinced
they hold the key to the final victery of commnien
& victory to be gained by non-military mesne. Fundamentally they
bslieve a mid-twentieth century industrisl aeeié%y must be managed
from the top down by an elite of merit - that it 12 just too conplie
cated and too scisntific terba run from the botlom up from the ballot
box and the supermerket basket. |

over capitalism,

-3

Approved For Release 1999/09/01 : CIA-RDP79-01048A000100040009-5



- —

Approved For Release 1999/09/01 : CIA-RDP79-01048A000100040009-5

 The USSR 4s now operating under the Seven Year Plan, which
blusprinte industrial developments through 1965, This plan, which
we might think of as the Soviet economic order of battle, establishea

the formidable task of incressing industrial production 80O per cent

in seven years. The achievement of these gosls now seems not enly
prebable, but overfulfiliment is likely. In act just yesterday

they announced that tbs plans goals for seven years could be attained
in six, Particularly in the besic industria) materisls and producers’
goods fislds, we can expact that the present gep in industrisl out-
put between the U. 5, and tbn USSR will be narrowed.

We would agree with the delegation that the search for invest—
ment efficiency ix a long mﬁr from meeting complete success., In
fact, there i very real doubt thet the Sovist Union hes been putting
inte place as much industrial capacity me would be the case if an .
equivalent sum were spent for plant and squipment in the United States.

There have been & number of reasons for this, beginning with
the traditionel method of rewarding plant managers - that is, pri-
xmarily through & bomuz system tied solely to the guantity of physical

~ production reached by their plants during a given time period. This

meant that coste of production were not of much importance in mana-
gorial decisions.

Hot only was the produation of obsolescent equipment continued,
tut & wry large proportion of the total inventory of machinery was
not (and indeed, ®till is mot) on production lines, For example,
an amﬂé in the ﬁ»ﬂe‘b Journsl, Yoprosy Ekronomiki, early in 1960

'uhvb

Approved For Release 1999/09/01 : CIA-RDP79-01048A000100040009-5




—— -

Approved For Release 1999/09/01 : CIA-RDP79-01048A000100040009-5

stated that over half of the USSR's totel atock of medal-~cutting
machina tools was used exclusively for the repair of squipment and
for producing a few specialized bits of tooling. The article noted
that this practice involved nsarly s million machins tools, and went

"Consequently one-half of the workers of our industry
and a stook of machines which is equsl to that which
gervices the basic production of ths country's entire
metalworking indus are diverted from basie production
operations and are /therefors/ not used in the menufacturs
of process squipment. se machines/ sre much less
intensively utilized than equipment in besic production,”

The srticle went on to point out the reduction in the capital

investment to output ratios that would be possible under more efficient
_ n'mmnta.

The inefficient utiliretion of production aquimnt that you
eaw in the plents covered during your visit exdend over their entire
industrial sconomy, by the Soviets'own admission.

In viewing this probiem, we in CIA have been impressed by the
faot that the Soviet lesdership is not only well aware of 1it, but is
alpo taking vigérms, corrective steps,

The Central Commitise of the Comminist Party met on this broad

~ problem of efficiency in June of 1959 and sgain in July of this year,
& mmber of specific reforms have been undertaken this year, or are
%o be introduced in the mext few months, They inslude:
1. Bomus arrangements for plent managers are now
tled to reducing production wst.s; and in soae ceses o
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the quality of the product. Bomuses previously paid solely

for fulfilling the physicsl production plsn heve been discontimued.
performance equigment, all sxperimental costs on sueh machines,

up to the stage shere they go into series profuction, ere no longer
peid for by the gmw doing the development work. All these
costa are now pald for out of & special fund, sdminjstered from
the center &t Moscov. This will have the effect of reducing
shayply prices cn nev equipment as well ne stisulsting its
development and production. As your delegstion pointed

out, & Soviet claim to "be sbreast of the latest U. 8

2y frequently seent nothing more thax this information

is badng locked up In the files of & centrel research institute.

3. Large bonuses are nov avallsble to revard plent personnel
who are directly connected with the"cresticn and introduction” of
Bev technology. The size of the Wosuses is computed by a eomplicated
messurenent of the cost reduction schieved through the istrodustion
of the ev techmology, mot only in the plant msking the inmovatios,
but alse estimeting the ssvings made elsevhere in other facilities
wbere the innovetio: caa ke adopted. |

k., A% least 20 percent of vhat is called the “Enterprise fund,*
which essentisily is & plant's retained esrmings, must now be spemt
for the introduction of nev technology, modernization of equipment, ete.

-
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5. Finelly, this yesr the Cemtral Camjttee of the Party
essigned to the Btate Committee for Automstion sud Machine
Building, and other top govermment agencies, the tesk of
sceelerating the planmed comversicn of some 50 to B0 existing
plsnts, engaged in slmost every industrisl activity, into what
are called "experimental-model™ showplsces of the schievements in
mechanization and sutomstion,

These incentives tc promote greater technologicsld sdvances
snd menagerisl efficiencies, ss inportant ss they are, sre nol
measures introduced next year and in the yesrs %o come, &8 the
Soviets strive for incressed efficiency to meintain = high rete
of scopomic grovth, sud even incresse it, if this is possiblie.

T sbould Yike to close with & few thoughts about the long
baul, the years beyond 1965.

As the prospects for esrly fulfillment of the Zeven Yeor
Plen bave isproved, the USSR hus shortened the time harizon it
Believes necesssry to overtake the US escoony in some sense. Late
last moath (%6 October) Tess ennounced thet the USSR will surpass
. the oversil industrisl output by 1967-58, The previous target date
nad besn 1970, This seemingly sbsurd prediction is bessd on
sasumptions only one of which is egregiously false - to wit that
'm«tmmmmiam@efmwmm, I¢ dureble

WWMWWW figure is mpproximately 40%.
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The vate of growth they project for themselves is 11%.
Ve bave worked over this in an attempt to sdjust it to & basis
sonsistent with our own FRE index and conclude thet 8% to 9%
would be close to the mark.
s
As to our, growth rates {none of CIA's buainess) it
8ll depends on what years you select to determine the basic
gilope. The Russisns use 1953-59 and give us & mere 2,44,
If we correct the date on the first point - the present
retic of industrial production, snd use gur best Judgment on
SBoviet future rates and aasume the U8 will uantinue at the 53«59 rate,
then the lines ¢ross in ﬁg Even if we step up our anticipated
growth to equal this 47 « 59 echievement 4§ the date is put off only
to the end of the 1970'a. 'The USSR exsggerates by perheps a
decade its prospects in the economic race with the United Btates.
This fect, hovever, should not dlind us to the firmly held faith
of the present leadership in their sbllity to achisve economic
supremacy; what in thelr view of hts'boﬁy iz & 'vgry short apau
of time, nor to the very real conelderations of internetionel power
snd prestige which meke the goal & compelling target. Obvious
p@ﬁi‘bi}.iues for slow down in their rate - but all through 10%0's #keytzes
nave been looking in vain for such & developmant. In view of thetr
political power to continue to implement & policy of intensive
mvpstment ~ 3%t would 4n my opinion be imprudent in the extreme to
anticipate any métarial,ducline in growth rate as inherent in s large
econony. o
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Soviet plammers sre currently working on the shape of
sconcmic things to c&ae, 8 long~term plan for the next twenty
yeare vhich may be unvelled early next year at ‘the t2nd Perty
Congress in Moscow. ‘

A few ey production g#als hsve slready been a.mmmce&. While
these gosls are necessarily tentative, they present an impressive
picture. For exuple, the 1980 steel goal is 265 nmillion toms,
which will be significantly higher than one would expect the
18 to resch by 1980, based on our projection of 1946  to 1960

trands.

As neerly ss one can forecast at this time, the Boviet intent
18 to push hard down the psth of industrisl expsnaion until they
take over first place from the UB,

-G -
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By eny ressonsdls caleulstion the USHR vill have veachsd the stage
of sconcmic astwrity by the decede of the 1G70's.

It oms heve steel, cement, mmchine tocls, electric cwrreat
iiserally roaning out its ears.

WBst ¥ill it do vith this abundance?

Walt Bitou suggests the chotce will le simply betwsen high
emmption snd pilitary sdventure.

mﬂu&mhtmnwmmmwwwm
views of Peking prevail over those of Moscow to indicste opting for
saximen nilitary bulldep snd & ccurse of conguest dut we can't de sure.

In recent years, Soviet militery expenditures in ruble terms has
mMcmm,wmthWMimmﬁ
of GHP. nmummm»wmmarmmmt
prosuremant frem boovy infustry the perbsatags wemld, of course, be

{5366, Thus they cen oither have the same sbsclute
ailitary iovestment for say 5-7i% of GEP or by msiataining the propor-

Say vay ve lock st it, it sesxm most far fetched to expect the
uwilitary sectar to sdaorb & higher percentage of & 500-billien doliar
soumony .

Maseive aid to umderdeveloped countries is snother possibility.
Today the net drain of Soviet credits to underdeveloped areas is
warning 8t not over §500,000,000 & yesr or sbout 1/ of 1% of GNP,
Quite conoeivebly they could undertake programs 20 times this sise

il
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wphasising rugged simple producers’ goods dlscussed by Gaorge Torborgh.
mmmuuammmmwmmmm“um
mmnmmmaammm Afyica, sod Iatin Jmerics,
sk & progrem will certainly sppesl to ths Soviet losders. Bt even
Mammmmmmm.wauﬁmmwﬁ
aa.mmmmmwwmmmwmmm
% receive mnw;m&mmm, From. various stetements
oF Boviet writers and Kuushehev imeelf, it eppears that satisfying
mmmmwummmmwmwm.
Damestic mohizery so dear to the Americen howsevife will be
sdstituted for by restaurants, lmndromats, etc.
mmmmmummw,mmmm

M%mmxmmﬁm“thWm%ﬂmMr
MM&Mmemxmecmamiy
mmmammmwmmmmmemmmmm
final stage of progress from socialism into commmisnm.
¥hat then are the chauces that the deternination snd staming of
the Communist lesdership will weakem. thet its aingleminded drive for
oesacale superiority will give yay to welfare sims, thet its coavieticn

of riding the wave of higtorical mwmwﬁum wmg
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I cannot even bagard an suswer, tut certainly the chances of this
openrring depend In part on what we 40 curselves.

Speeifisally, I would mxpect the demcnstration that, as & result
of nscelersied U. 8. growth, the fulfiliment of the “"overtaking and
surpassing” gosl of the Kremlin was being pushed off at least into the
wld prefer & "nore aow" policy for their own long-suffering comsumers,
and gight wvesken the dispesition of the Soviet leadership to contimue
mmwﬁmﬁzm. ™e locus of declision then is ss
mueh in Sew York, Pitteburgh, (hicego, snd Washington as it is in
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